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OATH OR AFFIRMATION
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Report of Independent Public Accountants

To the Member

Diamond Edge Capital Partners LLC

We have audited the accompanying statement of financial condition of Diamond Edge Capital

Partners LLC Wholly-Owned Subsidiary of Diamond Edge Capital Holdings LLC and

Limited Liability Company as of December 31 2008 and the related statements of income

changes in members equity and cash flows for the year then ended that you are filing pursuant

to Rule 17a5 under the Securities Exchange Act of 1934 These financial statements are the

responsibility of the Companys management Our responsibility is to express an opinion on

these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free of material

misstatement An audit includes examining on test basis evidence supporting the amounts

and disclosures in the financial statements An audit also includes assessing the accounting

principles used and significant estimates made by management as well as evaluating the

overall financial statement presentation We believe that our audit provides reasonable basis

for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Diamond Edge Capital Partners LLC as of December 31 2008 and its

results of operations and cash flows for the year then ended in conformity with accounting

principles generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained in Schedules II and Ill is presented

for purposes of additional analysis and is not required part of the basic financial statements

but is supplementary information required by Rule 17a-5 under the Securities Exchange Act of

1934 Such information has been subjected to the auditing procedures applied in the audit of

the basic financial statements and in our opinion is fairly stated in all material respects in

relation to the basic financial statements taken as whole

New York New York

February 27 2009



DIAMOND EDGE CAPITAL PARTNERS LLC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2008

ASSETS

Current assets

Cash and cash equivalents
1210535

Accounts receivable 1521011

Prepaid expenses and other current assets 28319

Total current assets 2759865

Equipment furniture and improvements net 75044

Investment nonmarketable securities 483581

Total
3318490

LIABILITIES AND MEMBERS EQUITY

Current liabilities

Accounts payable
73105

Accrued expenses
532761

Total current liabilities 605866

Deferred rent
64529

Total liabilities
670395

Commitments

Members equity
2648095

Total
3318490

See Notes to Financial Statements



DIAMOND EDGE CAPITAL PARTNERS LLC

STATEMENT OF INCOME

YEAR ENDED DECEMBER 31 2008

Revenues

Fees 22570991

Miscellaneous income 58395

Total income 22629386

Operating expenses

Salaries and commissions 11032520

Employee benefits
101138

Payroll taxes 110526

Insurance
5946

Subfinders fees 3100280

Professional fees 567755

Rent 102720

Travel and entertainment 734080

Office supplies and expenses
203970

Telephone
30274

Filing and registration fees 59316

Depreciation and amortization 42850

Interest expense
19997

Miscellaneous 29842

Total
16141214

Income before provision for income taxes 6488172

Provision for income taxes 575388

Net income 5912784

See Notes to Financial Statements



DIAMOND EDGE CAPITAL PARTNERS LLC

STATEMENT OF CHANGES IN MEMBERS EQUITY

YEAR ENDED DECEMBER 31 2008

Balance January 12008 3941187

Net income 5912784

Distributions 7205876

Balance December 31 2008 2648095

See Notes to Financial Statements



DIAMOND EDGE CAPITAL PARTNERS LLC

STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31 2008

Operating activities

Net income

Adjustments to reconcile net income to

net cash provided by operating activities

Depreciation and amortization

Deferred rent

Private equity investment received as fee income

Changes in operating assets and liabilities

Accounts receivable

Prepaid expenses and other current assets

Accounts payable and accrued expenses

Net cash provided by operating activities

Investing activities

Redemption of certificate of deposit

Capital expenditures

Net cash provided by investing activities

Financing activities

Repayment of promissory note

Distributions

Net cash used in financing activities

5912784

42850

27756
483581

143163

400179

254169

6241808

377574

3270
374304

375000
7205876
7580876

Decrease in cash and cash equivalents 964764

Cash and cash equivalents beginning of year 2175299

Cash and cash equivalents end of year 1210535

Supplemental disclosure of cash flow data

Income taxes paid
628000

Interest paid
19997

Noncash investing activities

Private equity investment received as fee income

See Notes to Financial Statements

483581



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Organization and business

Diamond Edge Capital Partners LLC the Company was formed on February

17 2004 as limited liability company in the state of Delaware The Company is

wholly-owned subsidiary of Diamond Edge Capital Holdings LLC the Parent

The Company is registered broker-dealer under the Securities Exchange Act of

1934 and is member of the Financial Industry Regulatory Authority Inc

FINRA The Company specializes as placement agency primarily focusing on

the alternative asset investment community The Companys clients consist of

hedge fund managers private equity/venture capital managers and real estate

managers

The Company operates under the provisions of paragraph k2 of Rule 15c3-3 of

the Securities Exchange Act of 1934 which provides that the Company carries no

margin accounts promptly transmits all customer funds and delivers all securities

received in connection with the Companys activities as broker or dealer and

does not otherwise hold funds or securities for or owe money or securities to

customers

The accompanying financial statements have been prepared from the separate

records maintained by the Company and due to certain transactions and

agreements with the Parent such financial statements may not necessarily be

indicative of the financial condition that would have existed or the results that

would have been obtained from operations had the Company operated as an

unaffiliated entity

Note Significant accounting policies

Basis of presentation

The accompanying financial statements of the Company have been prepared on

the accrual basis of accounting

Revenue recognition

Fee revenue consists of fixed private placement fees based upon the initial

investment in fund and/or fixed percentage of the management and

incentive fees generated by the initial investment in fund The Company

records fee revenue either upon the capital commitment the drawdown of the

capital commitment or when the Company is contractually entitled In certain

instances retainer fees are received which are recorded as earned

Cash equivalents

Cash equivalents consist of short-term highly liquid investments which are

readily convertible into cash and have original maturities of three months or

less when acquired



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Significant accounting policies continued

Allowance for doubtful accounts

The Company assesses the financial strength of its customers Periodically the

Company evaluates its accounts receivable and provides for an allowance for

doubtful accounts equal to the estimated uncollectible accounts The Companys

estimate is based on review of the current status of the individual accounts

receivable It is reasonably possible that the Companys estimate of the provision

for doubtful accounts will change At December 31 2008 no allowance was

necessary

Equipment furniture and improvements

Equipment furniture and improvements are stated at cost Depreciation is

provided by the straight-line method over the estimated useful lives of

equipment and furniture Amortization of leasehold improvements is provided

by the straight-line method based upon the shorter of the term of the related

lease or estimated useful life Maintenance and repair costs are charged to

expense as incurred costs of major additions and betterments are capitalized

Income taxes

The Company is single-member LLC and as such is disregarded entity for

tax purposes The Companys taxable income is included in the partnership

return of its Parent As partnership there is no Federal or New York State

income tax instead the earnings and losses are included in the personal

returns of the Parents members and taxed depending on their personal tax

situations Accordingly the accompanying financial statements do not reflect

provision or liability for Federal or New York State income taxes The Company

is included in the consolidated New York City Unincorporated Business Tax

UBT return filed by its Parent provision for UBT has been included in the

financial statements based on the Companys own operations

The Company accounts for UBT pursuant to the asset and liability method

which requires deferred income tax assets and liabilities to be computed for

temporary differences between the financial statement and tax bases of assets

and liabilities that will result in taxable or deductible amounts in the future

based on enacted tax laws and rates applicable to the periods in which the

temporary differences are expected to affect income Valuation allowances are

established when necessary to reduce deferred tax assets to the amount

expected to be realized deferred tax provision and the related deferred tax

assets and liabilities are recorded by the Company based upon the expected

future tax consequences of temporary differences generated as result of its

own operations There were no material deferred tax assets or liabilities at

December 31 2008



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Significant accounting policies concluded

Use of estimates

The preparation of financial statements in conformity with accounting principles

generally accepted in the United States of America requires management to

make estimates and assumptions that affect certain reported amounts and

disclosures Accordingly actual results could differ from those estimates

Deferred rent

Deferred rent represents the excess of rent expense recognized on straight-

line basis over scheduled lease payments

Fair value measurements

In September 2006 the Financial Accounting Standards Board FASB issued

Statement of Financial Accounting Standards SFAS No 157 Fair Value

Measurements SFAS 157 which defines fair value establishes framework

for measuring fair value and expands disclosures about fair value

measurements In early 2008 the FASB issued Staff Position FSP FAS-157-

Effective Date of FASB Statement No 157 which delays by one year the

effective date of SFAS 157 for certain nonfinancial assets and nonfinancial

liabilities The Company has adopted the portion of SFAS 157 that has not been

delayed as of the beginning of its 2008 fiscal year and plans to adopt the balance

of its provisions as of the beginning of its 2009 fiscal year

New accounting pronouncements
In June 2006 FASB Interpretation No 48 FIN 48 Accounting for Uncertainty

in Income Taxes An Interpretation of SFAS No 109 was issued FIN 48

clarifies the accounting for uncertainty in income taxes recognized in an

enterprises financial statements in accordance with Statement of Financial

Accounting Standards SFAS No 109 Accounting for Income Taxes FIN 48

also prescribes recognition threshold and measurement attribute for the

financial statement recognition and measurement of tax position taken or

expected to be taken in tax return In addition FIN 48 provides guidance on

derecognition classification interest and penalties accounting in interim periods

disclosure and transition FASB Staff Position FSP FIN 48-3 deferred

adoption for most nonpublic enterprises to annual periods beginning after

December 15 2008 The Company pursuant to the FSP has elected to defer its

application until its required effective date of January 2009 The Companys

policy for evaluating uncertain tax positions prior to the adoption of FIN 48 has

been to provide for income taxes based on positions taken on the Companys tax

return with valuation allowances established for uncertain positions based on the

guidance established by SFAS No Accounting for Contingencies

Management has begun evaluating the financial impact of applying the

provisions of FIN 48 to all tax positions and does not believe there will be

material financial statement impact



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Fair value measurements

As stated in Note on January 2008 the Company adopted the methods of fair

value as described in SFAS 157 to value its financial assets and liabilities As

defined in SFAS 157 fair value is based on the price that would be received to sell

an asset or paid to transfer liability in an orderly transaction between market

participants at the measurement date In order to increase consistency and

comparability in fair value measurements SFAS 157 establishes fair value

hierarchy that prioritizes
observable and unobservable inputs used to measure fair

value into three broad levels which are described below

Level Quoted prices unadjusted in active markets that are accessible at the

measurement date for identical assets or liabilities The fair value

hierarchy gives the highest priority to Level inputs

Level Observable inputs other than Level prices such as quoted prices for

similar assets or liabilities quoted prices in inactive markets or model-

derived valuations in which all significant inputs are observable or can

be derived principally from or corroborated with observable market data

Level Unobservable inputs are used when little or no market data is available

The fair value hierarchy gives the lowest priority to Level inputs

In determining fair value the Company utilizes valuation techniques that maximize

the use of observable inputs and minimize the use of unobservable inputs to the

extent possible as well as considers counterparty credit risk in its assessment of fair

value

Financial assets carried at fair value at December 31 2008 are classified in the

table below in one of the three categories described above

Level Level Level Total

Private equity investment $483581 $483581

Total assets at fair value $483581 $483581

Financial assets using Level inputs were valued utilizing the net asset valuations

provided by the underlying private investment company and/or their administrators

Management considers subscriptions and redemption rights including any

restrictions on the disposition of the interest and other valuation information

received from the underlying manager in its determination of fair value Valuation

techniques utilized to determine fair value are consistently applied

10



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Fair value measurements concluded
The following table provides summary of changes in fair value of the Companys

assets valued using Level inputs for the year ended December 31 2008

Private equity investment

Balance January 2008

Gains losses realized and unrealized

Purchases 483581

Balance December 31 2008 $483581

There were no unrealized gains losses for investments stilt held at December 31

2008

Note Equipment furniture and improvements

Furniture and fixtures 27049

Equipment 39573

Leasehold improvements 123062

189684

Less accumulated depreciation and amortization 114640

Total 75044

Note Promissory note

At December 31 2007 the Company had promissory note payable to bank in

the amount of $375000 with interest being charged at an annual rate of 5.6%

This note was repaid in 2008

Note Accrued expenses
The Company entered into separation agreement with former employee

Included in accrued expenses is $420000 remaining to be paid without interest

to the former employee through August 2009

Note Irrevocable standby letter of credit

The Company has an irrevocable standby letter of credit with City National Bank in

the amount of approximately $100800 that automatically extends on yearly

basis This standby letter of credit is used as security deposit for the Companys

landlord

Note Concentrations of credit risk

Fee revenue from two clients represents approximately 50% of the revenue earned

during 2008

11



DIAMOND EDGE CAPITAL PARTNERS LLC

NOTES TO FINANCIAL STATEMENTS

Note Concentrations of credit risk concluded
The Company maintains its cash and cash equivalents accounts in one

commercial bank At times such deposits exceed applicable insurance limits The

Company reduces its exposure to credit risk by maintaining such deposits with

major financial institutions and monitoring their credit ratings At December 31

2008 the Company had cash and cash equivalent balances in excess of Federally

insured limits in the amount of approximately $645000

Note Net capital requirements

The Company is subject to the Securities and Exchange Commission Uniform Net

Capital Rule Rule 5c3-1 which requires the maintenance of minimum net capital

and requires that the ratio of aggregate indebtedness to net capital both as

defined shall not exceed 15 to Rule 15c3-1 also provides that equity capital

may not be withdrawn or cash distributions paid if the resulting net capital ratio

would exceed 10 to At December 31 2008 the Company had net capital of

$525283 which was $480590 in excess of its required net capital of $44693

The Companys ratio of aggregate indebtedness to net capital was 1.28 to

Note 10- Lease commitments

The Company is party to an agreement to lease its operating facilities through

October 31 2010

The Companys lease agreement provides for scheduled rent increases as well as

various real estate and cost of living escalations during the term of the lease as

well as four month rent abatement during the first year In accordance with

Financial Accounting Standards Board Technical Bulletin No 85-3 Accounting for

Operating Leases with Scheduled Rent Increases the Company is accounting for

this lease on straight-line basis The result of this lease accounting is deferred

rent liability of approximately $65000 at December 31 2008 Future minimum

lease commitments are as follows

Years ending December 31 2009 $108000

2010 93000

Total $201000

Rent expense amounted to approximately $103000 for the year ended December

31 2008

12



DIAMOND EDGE CAPITAL PARTNERS LLC

SCHEDULE COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

Total members equity

Deductions and/or charges

Nonallowable assets

Petty cash

Accounts receivable

Prepaid expenses and other current assets

Equipment furniture and improvements net

Investment

2648095

560

1521011

28319

75044

483581

Total deductions

Net capital before haircuts on securities positions

Haircuts on money market funds

Net capital

Computation of aggregate indebtedness

Accounts payable and accrued expenses

Deferred rent

Aggregate indebtedness

Computation of basic net capital requirement

Minimum net capital required greater of 6-2/3% of

aggregate indebtedness or $5000

Excess net capital

Excess net capital at 1000%

2108515

539580

14297

525283

605866

64529

670395

44693

480590

458244

Ratio of aggregate indebtedness to net capital
1.28 to

There were no material differences existing between the above computation and the

computation included in the Companys corresponding unaudited amended Form X-17A-5

Part IlA filing of February 27 2009 Accordingly no reconciliation is deemed necessary

See Report of Independent Public Accountants

13



DIAMOND EDGE CAPITAL PARTNERS LLC

SCHEDULE II COMPUTATION FOR DETERMINATION OF THE RESERVE REQUIREMENTS

UNDER RULE 15c3-3 OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

The Company is exempt from the provisions of Rule 5c3-3 as of December 31 2008 under the

Securities Exchange Act of 1934 in that the Companys activities are limited to those set forth in

the condition for exemption appearing in paragraph k2

See Report of Independent Public Accountants

14



DIAMOND EDGE CAPITAL PARTNERS LLC

SCHEDULE III INFORMATION RELATING TO THE POSSESSION OR CONTROL

REQUIREMENTS UNDER RULE 15c3-3 OF THE SECURITIES AND

EXCHANGE COMMISSION

DECEMBER 31 2008

The Company does not carry securities accounts for customers or perform custodial functions

relating to customer securities

The Company is exempt from the provisions of Rule 15c3-3 as of December31 2008 under

the Securities Exchange Act of 1934 in that the Companys activities are limited to those set

forth in the condition for exemption appearing in paragraph k2

See Report of Independent Public Accountants
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Report of Independent Public Accountants on Internal Control

To the Member

Diamond Edge Capital Partners LLC

In planning and performing our audit of the financial statements of Diamond Edge Capital

Partners LLC the Company as of and for the year ended December 31 2008 in

accordance with auditing standards generally accepted in the United States of America we

considered the Companys internal control over financial reporting internal control as

basis for designing our auditing procedures for the purpose of expressing our opinion on the

financial statements but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we do not express an opinion on the effectiveness

of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 7a-5g

in making the periodic computations of aggregate indebtedness or aggregate debits and net

capital under Rule 7a-3a1 and for determining compliance with the exemptive provisions

of Rule 15c3-3 Because the Company does not carry securities accounts for customers or

perform custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal

control and the practices and procedures referred to in the preceding paragraph In fulfilling

this responsibility estimates and judgments by management are required to assess the

expected benefits and related costs of controls and of the practices and procedures referred to

in the preceding paragraph and to assess whether those practices and procedures can be

expected to achieve the SECs above mentioned objectives Two of the objectives of internal

control and the practices and procedures are to provide management with reasonable but not

absolute assurance that assets for which the Company has responsibility are safeguarded

16



against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit the preparation

of financial statements in conformity with accounting principles generally accepted in the

United States of America Rule 17a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above errors or fraud may occur and not be detected Also projection of any evaluation of

them to future periods is subject to the risk that they may become inadequate because of

changes in conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect misstatements on timely basis significant deficiency is control

deficiency or combination of control deficiencies that adversely affects the entitys ability to

initiate authorize record process or report financial data reliably in accordance with

accounting principles generally accepted in the United States of America such that there is

more than remote likelihood that misstatement of the entitys financial statements that is

more than inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial

statements will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that

practices and procedures that do not accomplish such objectives in all material respects

indicate material inadequacy for such purposes Based on this understanding and on our

study we believe that the Companys practices and procedures as described in the second

paragraph of this report were adequate at December 31 2008 to meet the SECs objectives

This report is intended solely for the information and use of the member of Diamond Edge

Capital Partners LLC management the SEC the Financial Industry Regulatory Authority

Inc and other regulatory agencies that rely on Rule 17a-5g under the Securities Exchange

Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and

should not be used by anyone other than these specified parties

New York New York

February 27 2009
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